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In mid-October, President Itamar Franco's government sent a new privatization plan to Congress
for approval. The plan calls for the sale of a few large government holdings such as the state
electricity system plus an array of small enterprises. But it explicitly prohibits the privatization of all
constitutionally-protected state businesses, thus ruling out the sale of such government monopolies
as the petroleum and telecommunications industries. Since President Franco took office in October
1992, the sale of state enterprises has provoked constant internal conflicts in his administration,
largely because of the President's opposition to privatizing strategic government industries. In
December 1992, then-finance minister Gustavo Krause resigned in protest over Franco's decision
to temporarily freeze all privatizations pending a review of government regulations controlling the
percentage of shares that foreign investors could buy in state institutions (see Chronicle 01/07/93).
Similar disputes also contributed to the resignations of two other finance ministers in February
and in May (see Chronicles 03/11/93 and 09/02/93). When the present minister, Fernando Henrique
Cardoso, took office in May, he drew up a four-point program dubbed the "Truth Plan" to cut
the government's fiscal deficit and lower inflation. An acceleration of privatizations was a central
element in the plan, since losses from inefficient state enterprises account for a huge portion of
the annual budget deficit, which was estimated at about US$18 billion, or 4% of the GDP, at the
beginning of 1993. According to official estimates earlier this year, state companies were expected
to lose some US$5 billion in 1993 through waste and inefficiency, while spending about US$6
billion to service domestic and foreign debts that total US$93.3 billion. Since May, some new
privatizations have occurred, including the sale of all remaining state-owned steel mills, the last
of which, Acuminas, was sold on Sept. 13 for US$556 million. All told, the government has now
privatized 23 of the state's 159 companies, earning a total of US$7.59 billion. Following the Acuminas
sale, however, Franco decided to temporarily freeze all new privatizations pending an internal
review of the program to resolve disputes within his administration over which enterprises should
still be sold, and which should remain in state hands. Apparently, bitter labor protests against the
steel mill sales in part inspired the cabinet review. On Aug. 20, for example, some 200 workers
stormed the Sao Paulo stock exchange offices in an attempt to disrupt the sale of the Paulista
steel mill (Compania Siderurgica Paulista, COSIPA), the country's third largest steel plant which
was sold for US$331 million. The protestors hurled rocks at the building, shattering windows and
glass doors, leading to a bloody clash with riot police that left 20 people injured. During cabinet
meetings in September and October, Finance Minister Cardoso insisted on a radical acceleration
of privatizations, including the sale of the government's giant oil, telecommunications, and mining
monopolies: Petroleo Brasileira (Petrobras), Empresa Brasileira de Telecomunicacoes (Embratel),
and the state mining firm Compania Vale do Rio Doce (CVRD), the country's largest producer and
exporter of iron. On the other hand, President Franco supported by Minister of Planning Alexis
Stepanenko and Minister of Energy and Mines Paulino Cicero adamantly opposed breaking up
those state monopolies, which are all protected under the 1988 Magna Carta and would require
constitutional amendments to privatize them, in whole or in part. Not surprisingly, Franco's position
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dominated, and in the new privatization plan sent to the National Congress for approval on Oct.
20 all state monopolies protected by the constitution are exempt from sale. In general, the new
scheme calls for the rapid sale of most small state businesses, as well as government divestment
from hundreds of joint venture enterprises in which the state participates as a junior partner with
the private sector. According to the proposed bill, private investors will be allowed to use debt owed
them by the state as payment for state holdings in most of the upcoming privatizations. Among
other things, workers will also be allowed to use accumulated funds for social security, pensions,
and other programs to purchase shares in government businesses offered on the country's stock
exchanges. Despite the decision to maintain state monopolies, the government does still plan to sell
off some large enterprises, such as the huge state electricity company Eletrobras (Centrais Eletricas
Brasileiras). According to the New York Times, Eletrobras has been priced by some bankers at
US$15 billion. It has three subsidiaries in Sao Paulo state alone. The government will also permit
private companies to participate in the construction and running of new hydroelectric plants. Still,
while the decision to permit the sale of Eletrobras is seen as a partial victory for Finance Minister
Cardoso, the sale may be delayed indefinitely, since the government says Eletrobras's privatization
must first be subject to a "national debate" over the conditions to be met by interested buyers. "To
sell an electricity distribution system in a large city is not that difficult," said Persis Arida, president
of the BNDES development bank. But he stressed that the government wants to first make sure that
the new private owners do not abuse an essential public service by either overcharging consumers
or by neglecting to attend to community needs. "The difficult part is to know how to adequately
run an enterprise that produces, distributes, and sells electricity to a huge pool of consumers,"
said Arida. "That is the reason why all Brazilians should be made aware of what the privatization
of the electric sector represents, and that is why we cannot sell such an enterprise without broad
public debate. Society must be allowed to participate and express its opinion." Meanwhile, the
government's vacillation in the privatization program has further shaken the confidence of the
domestic and foreign business community, which generally considers the Franco administration's
economic policies highly erratic. On Oct. 21, following the government announcement to maintain
the state's constitutionally protected monopolies, the value of trade on the Sao Paulo stock exchange
plummeted by 6%, contributing to an accumulated 12.3% drop in the value of trade over the
preceding three days. Business leaders say the modifications in the privatization regulations will
only further discourage investors from risking their capital in Brazil, since the private sector is
already reluctant to invest in a country that suffers from hyperinflation, and where the government
prefers to rely on greater taxes to lower the fiscal deficit instead of cutting state bureaucracy. "In a
country with high inflation now running at about 35% per month there is no profit in producing,
since there are no consumers," quipped Luiz Adelar Scheuer, president of the National Association
of Automobile Manufacturers (ANFAVEA). "High interest rates and an excessive tax burden also
discourage producers. Who is going to invest in a country that is so chaotic?" (Sources: Associated
Press, 08/20/93; Agence France-Presse, 08/20/93, 09/15/93, 09/16/93, 10/20/93, 10/21/93, 10/23/93,
10/26/93; Inter Press Service, 10/26/93; New York Times, 10/25/93, 10/27/93)
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